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Question 1 


Garden Grow Pty Ltd is a landscaping business based in Armidale, New South Wales and is 
registered for Goods and Services Tax (GST). Levi is the sole director of the company. The 
company seeks your advice on the following transactions in the 2016-17 financial year (where 
relevant, the amounts include GST): 


a. The company buys a tractor from a dealership in Tamworth and pays $120,000 
for it. Shortly after Levi realises that the tractor is not appropriate for the 
company’s needs and he sells it to his brother Aaron for $100,000 who will use 
it on his hobby farm. Aaron is not registered for GST; 

b. |The company pays a total of $75,000 in salaries to two casual staff; 

c. |The company buys $10,000 in bitcoin; 

d. Thecompany rents a residential house for two of its employees for three months 
while the employees finalise a big contract in Coffs Harbour. The rent amounted 
to $6,000 for the period; 

e. The company buys a 100 acre rural property for $250,000, with the intention of 
continuing the commercial farming operations on the property; 

f. | The company pays $7,600 in dental expenses for one of its employees; and 

g. The company buys a large portable air-conditioner for $3,000. Levi uses the air- 
conditioner 70% of the time in the company office, but the other 30% of the time 
it is used in his private home. 


With reference to legal authority, identify which of the abovementioned transactions 
are taxable supplies, GST-free supplies, and / or input taxed supplies. Explain your 
reasoning. Calculate the GST payable on each supply. Comment on whether input tax 
credits can be claimed and where applicable, the amount. 


Question 2 
Supernet Pty Ltd offers National Broadband Network internet plans at discount prices. When 


it was initially set up, it did not sell computer hardware. Unfortunately, business has been tough 
and resulted in a string of losses: 


Year Profit / (Loss) 
2014 ($210,000) 
2015 ($500,000) 
2016 ($100,000) 


In order to remain solvent, Supernet Pty Ltd decides that it will raise funds by issuing new 
shares to a wealthy investor. Before the share issue, its shareholdings were as follows: 


Member Name Shareholding 
Ms Tania Hapsberg 80,000 ordinary shares 
Mr Frederick Hapsberg 20,000 ordinary shares 


LSSU598, Trimester 3 2017 


On 1 July 2014 Supernet Pty Ltd issued 75,000 ordinary shares to Mr Jing Lee. After the share 
issue the shareholdings were as follows: 


Member Name Shareholding 
Ms Tania Hapsberg 80,000 ordinary shares 
Mr Frederick Hapsberg 20,000 ordinary shares 
Mr Jing Lee 75,000 ordinary shares 


Due to cash flow concerns, on 1 July 2015, Supernet Pty Ltd issues 30,000 B class shares to 
Jing Lee. After the share issue the shareholdings were as follows: 


Member Name Shareholding 
Ms Tania Hapsberg 80,000 ordinary shares 
Mr Frederick Hapsberg 20,000 ordinary shares 
Jing Lee 75,000 ordinary shares & 30,000 B class shares 


The B Class shares have the following rights and limitations: 


e No right to vote; 

e Dividends upon declaration; 

e No right to capital while operating; and 

e Priority right to capital on windup of the company. 


On the 2 July 2015, the directors decide to diversify the business of the company to improve 
cash flow. The company commenced to sell computer hardware on 1 January 2016. In the 
2017 financial year Supernet Pty Ltd made a profit of $350,000, 70% of which is from computer 
hardware sales. Most of the computer hardware customers were existing internet customers 
of the company who are fiercely loyal to Supernet Pty Ltd because of its cheap internet plans. 


With reference to legal authority, advise Supernet Pty Ltd: 


(a) Whether it can apply the prior year losses against the profit received in the 2017 
financial year? Explain with reference to the two share issues and the 
diversification of the business operations. 


(b) Explain the impact of Ms Tania Hapsberg’s death on 1 January 2016 upon the 
availability of prior year losses. Further investigation reveals that Tania held the 
shares in her name on trust for Mr Frederick Hapsberg. 
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Question 3 


Florita is an employee at Byers Department Store, a company which sells a range of furniture, 
clothing, homewares and electronics to the public. Byers Department Store is registered for 
Goods and Services Tax (GST). The company seeks your advice on the following transactions 
incurred in the 2016-2017 fringe benefits tax (FBT) year: 


a.  Florita purchased a living room furniture suite from her employer for $1,000 when the 
retail price was $3,000. It costs Byers Department Store $1,700 to purchase it from its 
wholesaler; 


b. Florita borrowed $40,000 from Byers Department Store on 1 July 2016 and on 1 
December 2016 she paid $35,000 back and the remainder of the loan was forgiven (i.e. 
it was waived by her employer). The loan was interest free. She used the loan to pay off 
a private debt; 


c. Byers Department Store paid Florita’s $250 personal mobile phone bill; 


d. Byers Department Store provided a car to Florita. The car was purchased new and cost 
Byers Department Store $40,000. It was available for Florita for 210 days during the year. 
She was able to take the car home each night and on weekends. Florita travelled 7,000 
km in the car during this period. Her car records indicate that the business use of the car 
was 35%. The fuel, maintenance, registration, and Insurance costs amounted to $4,000 
of which Florita paid $600; and 


e. Byers Department Store paid Florita a bonus of $3,000 because of her impressive sales 
figures. 


With reference to legal authority, explain the fringe benefits taxation implications for 
each of the above transactions. Calculate the FBT liability of the company. 


Question 4 


Lex Rea, a lawyer, incurred $7,000 of expenditure in travelling to a seminar on art history in 
Fiji in the 2015 / 2016 financial year. He claimed the expenditure as a deduction in his return. 
Later he was subject to a tax audit. During the course of the audit, Lex confessed to the tax 
auditor that the travel expense was personal in nature. 


As a result of the audit Lex received an amended assessment for the 2015 / 2016 financial 
year. The amended assessment was dated 3 December 2016 and disallowed the claim for the 
travel expenditure. This resulted in tax payable of $2,600. The original assessment was dated 
21 November 2016 and was received on 23 November 2016. 


Following these issues Lex decided to engage the services of Shanti Drake, a registered tax 
agent. Shanti has three branch offices, where she employs staff who are not tax agents to 
interview clients and prepares tax returns. When business is quiet, Shanti checks all returns 
before they are lodged but when busy she lets her branch office staff to use her Australian 
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Taxation Office (ATO) portal (a special ATO access system provided by the ATO to registered 
tax agents) and if necessary her electronic signature to lodge returns. 


The Tax Practitioners Board (TPB) has received several complaints from Shanti’s clients 
whose returns have been amended by the ATO. The TPB sends Shanti a letter asking her to 
set out her supervision and practice management systems. Shanti does not respond as she 
is too busy dealing with her daughter’s mental health crisis. Lex discovers that Shanti has 
been depositing client tax refunds into her personal account, rather than the business’ trust 
account, as she had difficulty paying her daughter’s medical expenses. 


With reference to legal authority, discuss the likely penalty that will be imposed on Lex 
due to the amended assessment. Discuss the likely implications of Shanti’s 
misconduct. 


Question 5 


Usman is 67 years old and has a self-managed superannuation fund with the following account 
balances as at 30 June 2017: 


Pension account $900,000 
Accumulation account $250,000 


During the 2016-2017 financial year the fund received earnings of $29,000 in the pension 
account, and $12,000 in the accumulation account. Usman’s pension from the fund totalled 
$20,000 for the financial year. The taxable component of the fund is $500,000 (with a $200,000 
untaxed element) and the tax-free component is $650,000. 


Usman is very ill and only has a short time to live. Usman is considering withdrawing all the 
money from the fund. Usman has nominated his daughter Linda who is 26 years old and Not 
financially dependent upon him, to receive his superannuation death benefit when he dies. 


Explain the tax implications of: 


(a) The income received by the fund; 

(b) The pension received by Usman; 

(c) Usman withdrawing all of the money from the fund; and 

(d) Linda receiving superannuation death benefits to the amount of $1,150,000. 


Please remember - This examination paper MUST BE HANDED IN. Failure to do so will result in the 
cancellation of all marks for this examination. 
Writing your name and number on the front will help us confirm that your paper has been returned. 
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